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REAL ESTATE VALUES IN 1951 AND 1952 


HE long inflation which started in 1932 and extended through 1946 has again 

been resumed. In the 19 years from 1932 to the present the years 1947 and 

1948 were the only years in which the Federal Government did not operate 
through deficit financing. Nineteen fifty-one and 1952 are both expected to be 
deficit years, with the deficit in 1952 now forecast to exceed the total net income 
of farm operators in the United States for any year except 1947 or 1948. The in- 
flationary forces which had slowed down during the last few years have again gained 
the ascendancy, and as a result it seems to me that real estate will increase in 
value during the next few years. This is in contrast to our pre-Korean predictions, 
as is shown by the chart on page 174 of this report. On this chart the solid blue line 
indicates the total replacement cost of a standard six-room frame house on a suit- 
able lot from 1938 to the present, with our pre-Korean forecast to 1955. The change 
in our predictions is indicated on this chart by the dotted blue line through the 
years 1951 and 1952. It will be noticed that while we formerly expected construc- 
tion costs to drop, reaching a low point in the middle fifties, we now think that the 
upward movement in construction costs will continue for several additional years. 


The red line on this chart shows the selling prices of comparable exsting 
housing. During 1938 and 1939 the selling price of a comparable existing building 
was below replacement cost, meaning that the average individual wishing a home 
could do much better by buying one already built than he could by building a new 
one. This was the period in which almost all the building which did go forward 
went forward under individual contract for individual owners from special plans 
drawn for the particular building in question. The speculative builder did very 
little during this period. As war activity got under way, however, and a housing 
shortage developed, existing housing took on a high scarcity value, and the red 
line on this chart shows that during this period the selling price of existing hous- 
ing was considerably above its replacement cost. Tle difference between replace- 
ment cost and selling price we have called scarcity premium. 


As will be seen on this chart, scarcity premium had been shrinking and had 
practically disappeared by the later part of 1950. The outlook was for a fairly 
stable period on real estate values for the next couple of years, and then for a 
shrinking market vaiue. With this outlook, we were naturally quite conservative 
in our attitude toward large percentage loans as it seemed probable that the mar- 
ket values of buildings would shrink faster than amortization payments would pay 
off the principal on long-term loans. As indicated in my “As I See It” Bulletin 
last month, however, we now believe that the renewed inflationary pressures will 
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save many mortgages which we otherwise expected to get into trouble. 


Inflation works in many ways on real estate values. By increasing the supply 
of money and credit in the hands of consumers at a time when the supply of goods 
and services available for purchase will be shrinking, a great deal of pressure will 
be put on the general price level. At the present time, war contracts are being 
issued at an annual rate of $60 billion per year. The money paid out on these con- 
tracts will eventually find its way into pay rolls without any corresponding increase 
in the amount of goods or services available to the consuming public. 


Another factor which will enter into price level determination is the rate at 
which currency and credit will be used. A checking account with an average bal- 
ance of $1, 000 may do $10, 000 worth of money work in a month, provided that de- 
posits are made daily to offset checks which are drawn daily. On the other hand, an 
inactive account of $1,000 may not do any money work during the month. If the 
turnover of currency and credit is high, the same amount of money and credit will 
do the money work of a much larger amount and will have the same effect that an 
increase in the amount of currency would have. I believe that the inflationary out- 
look has reduced the hoarding of money and credit and has increased the rapidity 
of its turnover. This adds further fuel to the fire. 


It now seems fairly certain that Congress will not increase taxes until the latter 
part of 1951, and then probably by an amount insufficient to take care of the increased 
war expenditures. It also seems probable that the war in Korea will shrink con- 
siderably in its size with some chance that our present plans for rearming quickly 
may be modified. It is entirely possible that the rate of government spending will 
slow down materially during the latter part of this year and next, but it seems to 
me that there is no great possibility that we will return to the rate of armament 
expenditures current prior to the Korean situation. 


During the last six months of 1951 new building will undoubtedly shrink in vol- 
ume and, everything else being equal, this would bring about a reduction in con- 
struction costs. We would be greatly surprised, however, were construction costs 
to drop by any sizable percentage, as the materials and labor released by a small- 
er construction volume will in all probability be absorbed by the increased arma- 
ment production. 


As pointed out in my “As I See It” Bulletin last month, it should always be 
kept in mind as a possibility that some sort of internal dissension in Russia may 
develop to the point where it will seem unnecessary for the United States or other 
countries to continue their rearmament program. Were this to come about, we 
could expect the beginning of a new period of deflation, with lower construction costs 
and lower prices generally. This, however, remains in the range of possibility 
rather than probability. 


Combining together all of the various facts which can be determined at the pres- 
ent time, it seems to me that we can assume the following bases for our real estate 
forecasts during 1951 and 1952. 


1. The Korean War will probably simmer down to an operation which will not 
require a large amount of armament. This will decrease to some extent the feeling 
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of urgency which has thus far dominated our defense activity. 


2. Barring internal dissension in Russia, however, our expenditures for mili- 
tary operations and supplies will continue for the next few years at a very much 
higher rate than was current prior to Korea. 


3. Government deficits can be expected during the next few years, with Con- 
gress unwilling to increase taxes to the point where we will be on a pay-as-you-go 
basis. 


4. Construction volume will shrink by about 30 to 40% in comparison with the 
record of a year ago, due largely to tighter credit and the shortages of many of the 
metal items going into building. This shrinkage, however, in construction vol- 
ume will not increase the relative supply of these scarce building material items, 
as the surplus created by the building lag will be absorbed by rearmament activities. 
Construction costs, therefore, will not drop and will probably show some further in- 
creases. 


5. Since the value of existing buildings depends in the short run on the surplus 
or shortage, a drop in construction volume at the same time that armament pro- 
duction is increasing will prevent a surplus of housing from developing, particularly 
in those localities which will get considerable defense business. 


6. Since the value of existing buildings in the long run depends primarily on 
changes in replacement cost, the factors which will prevent a drop in these costs 
and which will probably bring a further increase will steady the market for older 
buildings and may even cause the values of these older buildings to advance further. 


7. Since the soundness of high-percentage loans which are amortized gradually 
over a long period of years depends primarily on stable or increasing real estate val- 
ues, many loans which were unsound at the time they were made will gradually 
become safer and a large percentage of them will probably pay out. 


In view of the foregoing, I believe that a well-selected property, if owned at the 
present time, should be held and that a policy should be followed of reducing the 
mortgage as rapidly as possible. I believe that a well-selected building can be 
purchased on today’s market without unusual risks but here, too, I would suggest 
a substantial down payment as I believe that under the present situation, real es- 
tate owned free and clear constitutes one of the best investments which these troubled 
times provide. 














